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State  of  Montana 

Deferred  Compensation  Committee 

RE:  Annual  Report  to  the  State  of  Montana 

Dear  Committee  Members: 

Montana  Benefits,  Inc.  is  pleased  to  provide  you  with  our  Annual  Report 
of  the  State  of  Montana  Deferred  Compensation  Program.  The  Report  includes 
updated  program  statistics,  program  comparisons  of  competitive  tax  sheltered 
annuity  products  (403b)  and  Individual  Retirement  products  (I.R.A.). 

Since  inception  of  the  program,  plan  annualized  deposits  have  risen  to 
over  three  million  dollars  and  are  currently  growing  to  our  projected 
goal  of  over  six  million  dollars.  Plan  growth  is  a continuing  indication 
of  good  acceptance  by  State  of  Montana  employees. 

Recent  federal  legislation  clearly  shows  that  increased  importance  is 
being  attached  to  encouraging  citizens  to  establish  tax  sheltered  supplemental 
retirement  programs.  The  recent  legislation  referred  to  allows  each  wage 
earner  to  establish  and  contribute  up  to  $2,000  each  year  into  his  or 
her  Individual  Retirement  Account  ( I RA) . Allowing  the  amount  contributed 
to  be  a tax  deductible  contribution  provides  considerable  incentive  for 
most  wage  earners  to  establish  an  IRA.  Another  incentive  for  contributing 
to  an  IRA  and/or  to  the  State  Deferred  Compensation  Plan  is  that  relying 
soley  on  Social  Security  payments  will  likely  result  in  a substantially 
reduced  standard  of  living  at  retirement. 

IRAs  are  the  only  supplemental  retirement  alternative  for  State  employees. 
Therefore,  the  principal  emphasis  in  this  report  will  be  on  product  and 
plan  comparisons  between  IRAs  and  the  Deferred  Compensation  Plan. 
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Statistical  Review 
Of  Various  State 
Deferred  Compensation  Programs 
12/31/81 


Number  of 
Part i c i pan  ts 


Approximate 
El i g i b 1 e 
Emp 1 oyees 


Percentage 
Part i c ? pat  ion 


M i nnesota 

6,519 

30,000 

21.7 

Montana 

2,108 

1 A, 000 

15.0 

1 daho 

1,786 

12,200 

14.6 

Wyomi ng 

2,158 

9,500 

22.7 

Ma  ry 1 and 

22,000 

60,000 

36.6 

Mi ssour i 

7,200 

65,000 

11.0 

Alabama 

1 ,500 

30,000 

0.5 

Kentucky 

7,000 

35,000 

20.0 

Massachusetts 

7,000 

78,000 

8.9 

Ma  i ne 

980 

1 4 , 000 

7.0 

Oregon 

3,100 

43,000 

7.0 

Comments : 

The  statistics  shown  above  display  considerable  differences  in  participation 
levels.  Some  of  these  differences  can  be  explained  by  the  length  of  time  the 
program  has  been  in  existence.  That  is,  Maryland  has  had  a program  since  1975 
and  has  nearly  a 37  percent  participation  level,  whereas  Idaho's  program  has 
been  in  existence  less  than  two  years.  However,  most  of  the  difference  in 
level  of  participation  appears  to  reflect  the  positive  effectiveness  of  a 
third  party  coordinator.  For  example,  Oregon's  State  administered  program 
has  produced  only  half  the  level  of  Idaho's  third  party  administered  program. 

Based  upon  last  year's  Plan  growth, the  Montana  program  should  achieve  an 
acceptable  25  percent  participation  level  if  additional  marketing  support 
is  received  from  the  State  Deferred  Compensation  Committee. 
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Dept 

Code 

1101 

1102 

1104 

1109 

1 110 

mi 

1 112 

2110 

3101 

3201 

3202 

3401 

3501 

4107 

4110 

4201 

5101 

5102 

5113 

5114 

5115 

5116 

5117 

5201 

5301 

5401 

5501 

5603 

5706 

5801 

6101 

6201 

6401 

6402 

6404 

6405 

6406 

6407 

6408 

6409 

6410 


STATE  OF  MONTANA 


DEFERRED  COMPENSATION  PLAN 


Participants  By  Department 


Name  of 

Number  of 

El igfble 

Total  Monthly 

Departmen  t 

Participants  Participants 

Cont  r i but i on 

Legislative  Auditor 

2 

52 

$ 325.00 

Leg.  Fiscal  Analyst 

4 

15  . 

500.00 

Legislative  Council 

14 

3,138.00 

Senate 

0 

4 

0 

House 

0 

1 

0 

EQC 

0 

12 

0 

Consumer  Counci  1 

0 

4 

0 

Judi ci ary 

22 

79 

8,095.00 

Governor's  Office 

17 

59 

3,002.00 

Secretary  of  State 

3 

30 

550.00 

Commissioner  Campaign 

2 

5 

250.00 

Aud i tor 

17 

58 

2,266.00 

Supt.  of  Public  Instr. 

28 

138 

4,420.00 

Crime  Control 

1 

17 

500.00 

Just i ce 

84 

506 

8,926.00 

Public  Service  Regulation 

9 

43 

1,305.00 

Board  of  Public  Education 

0 

9 

0 

Commissioner  of  Higer  Ed. 

8 

31 

2,280.00 

Deaf  and  Blind 

7 

114 

450.00 

Montana  Arts  Council 

2 

4 

430.00 

Library  Commission 

10 

26 

1 , 1 10.00 

MAC  Vo.  Ed. 

0 

2 

0 

Historical  Society 

7 

46 

625.00 

Fish,  Wildlife  & Parks 

142 

406 

14,843.00 

Hea 1 th 

61 

249 

10,385.00 

H i ghways 

431 

1814 

42,590.00 

State  Lands 

33 

212 

3,280.00 

L i vestock 

33 

126 

3,920.00 

Natural  Resources 

45 

272 

5,990.00 

Revenue 

154 

1013 

15,525.00 

Admin i st rat  ion 

89 

444 

10,905.00 

Agr icul ture 

21 

84 

2,517.00 

Inst i tut  ions 

24 

170 

2,690.00 

Boulder  River  School 

35 

468 

3,432.00 

Center  for  the  Aged 

13 

148 

665 . 00 

Eastmont 

8 

101 

375.00 

Ga  1 en 

45 

249 

6,264.00 

Mountain  View 

7 

71 

390.00 

Pine  Hills 

25 

120 

3, 040.00 

Pr i son 

22 

268 

1 ,349.00 

Swan  River 

3 

29 

289.00 

(cont i nued) 
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Participants  By  Department 
(cont i nued) 


Dept. 

Name  of 

Number  of 

El igible 

Total  Monthl' 

Code 

Departmen  t 

Participants 

Part ic i pants 

Contribution 

6411 

Veterans  Home 

6 

65 

$ 970.00 

6412 

Warm  Springs  Hospital 

29 

574 

2,127.00 

6413 

Board  of  Pardons 

0 

4 

0 

6501 

Commerce 

32 

153 

5,231 .00 

6601 

Labor  Standards 

23 

68 

3,225.00 

6602 

ESD 

131 

520 

12,671.00 

6603 

Workmans  Compensation 

32 

161 

4,153.00 

6701 

Adj . Gene  ra 1 

5 

36 

280.00 

6702 

Civil  Defense 

3 

18 

390.00 

6901 

Soc.  Rehab.  Services 

142 

1030 

16,302.00 

5103 

University  of  Montana 

48 

1117 

4,930.00 

5104 

Montana  State  University 

153 

1836 

30,212.00 

5105 

Montana  Tech 

23 

242 

3,341.00 

5106 

Eastern 

15 

350 

2,580.00 

5107 

Northern 

25 

180 

4,672.00 

5108 

Western 

13 

105 

3,117.00 

TOTALS 

2108 

14026 

260,822.00 

Average  Monthly  Contribution 

i $123.73 
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ENROLLMENT  AND  DEFERMENT  STATISTICS 


Annualized  enrollment  totals  through  December  31,  1931: 


Participants  Enrolled 
Annualized  Deferral 
Single  Deferral 

F i xed  Annu i ty : 

Participants  Enrolled 
Annualized  Deferral 


2,108  - 18%  increase  from  12/31/80 
$3,120,864  - 29%  increase  from  12/31/80 
$ 290,560  - 1981  only 


1,685  - 80%  total  participation* 

$1,997,849  (percent  of  total  contribution  - 64+) 


Vari able  Annul ty: 

Participants  Enrolled  608  - 28%  total  participation* 

Annualized  Deferral  $1,097,424  (percent  of  total  contribution  - 35+) 

North  American  Life  and  Casualty  Co. 


Participants  Enrolled 
Annualized  Deferral 

ITT  Life  Insurance  Corp. 

Participants  Enrolled 
Annua  1 i zed  Deferral 


131  - .06%  total  participation* 

$26,687  “ (percent  of  total  contribution  - .008) 


25  - .01%  total  participation* 

$7 , 904  - (percent  of  total  contribution  - .002) 


COMMENTS 


The  notable  increase  in  contribution  volume  during  1981  can  be  attributed 
largely  to  the  re- i nst i tut  ion  of  the  Variable  Annuity  Option  in  the  program. 
Approximately  11%  of  contributions  being  deferred  into  the  Fixed  Annuity, 
as  of  January  1981,  were  deverted  to  the  Variable  Annuity  Options.  This  is 
a clear  indication  of  an  attempt  on  the  part  of  plan  participants  to  attain 
a greater  yield  than  was  being  offered  in  the  Fixed  Annuity  Option. 

The  decreasing  term  Life  Insurance  Option  remained  unchanged.  However, 
there  is  a strong  indication  that  more  competitive  rates  are  needed  to 
make  the  option  more  desireable. 


*Note:  Participation  levels  total  greater  than  100%  as  a participant  may 

be  in  more  than  one  option. 
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MONTANA  BANK  I .R.A. 'S  * 

American  Federal  Savings  and  Loan  Association  (Helena) 


Interest  Rate 

13-0%  Money  Market  (variable) 
Compounded  daily 

Management  Fee 

None 

1 n vestment 

li  year  certificate 

W i thd  rawa 1 

180  days  interest  penalty  for 
early  wi thdrawal 

Northwestern  Bank  of  Helena 


Interest  Rate 

12.5%  fixed  account 

Compounded  daily 
12.92 3%  Money  Market  (variable) 

Management  Fee 

None 

1 nvestment 

2i  year  certificate 

W i thd  rawa 1 

180  days  interest  penalty  for 
early  wi thdrawa 1 

First  Bank  of  Helena 


Interest  Rate 

16.099%  Treasury  Bills  (variable) 
Compounded  daily 

Management  Fee 

None 

1 nvestment 

H year  minimum 

Wi thdrawa 1 

180  days  interest  penalty  for  early 
wi thd  rawa 1 

I.R.A.  plans  are  subject 

to  a 10%  excise  tax  in  the  event  of  premature 

withdrawal  (receipt  of  money  prior  to  age  59i)  • 
* Rates  quoted  as  of  March  30,  1982. 
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Comments : 


As  indicated  by  the  investment  return  data,  the  banks  and  Savings  and  Loan 
I.R.A.  options  have  become  competitive  investment  return  programs. 

Montana  Benefits,  Inc.,  wishes  to  caution  that  I.R.A.  legislation  and  deferred 
compensation  legislation  are  two  separate  and  distinct  sections  of  the  Internal 
Revenue  Service  Tax  Code.  An  identical  comparison  is  therefore  impossible, 
although  I.R.A.  plan  reguirements  are  similar  to  deferred  compensation  require- 
ments. In  our  opinion,  deferred  compensation  continues  to  be  a superior  supple- 
mental retirement  program  for  two  primary  reasons:  (1)  the  maximum  annual 

investment  amount  for  deferred  compensation  is  substantially  greater  than  the 
amount  for  an  I.R.A.  for  most  employees,  and  (2)  the  10  percent  tax  penalty 
for  premature  distribution  of  the  I.R.A.  funds  prior  to  age  53i  is  a significant 
disadvantage  for  the  I.R.A. 

Group  payroll  deducted  I.R.A.  accounts  are  rapidly  becoming  a popular  savings 
plan  in  the  private  sector;  however,  Montana  Benefits,  Inc.  is  not  currently 
aware  of  any  such  plans  being  implemented  for  government  employees.  We  believe 
that  this  is  due  to  the  popularity  of  payroll  deduction  deferred  compensation. 

At  this  time,  Montana  Benefits,  Inc.  does  not  recommend  development  of  a State 
sponsored  I.R.A.  plan.  If  an  employee  wishes  to  participate  in  an  I.R.A., 
sufficient  options  are  available  locally  to  satisfy  this  demand. 
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FIXED  ANNUITY  COMPETITIVE 


COMPAR I S I ONS 


A.  Nationwide 


1981  First  Quarter  Rate  Third  Quarter  Rate 

1 0. 55%  10.90% 

Second  Quarter  Rate  Fourth  Quarter  Rate 

10.55%  10.90% 

B.  American  United  Life 


0 


(V1 


/ 

IP 


& , y 

TT 


Interest  Rate 
Load  Charges 
Surrender  Charges 

Annual  Fee 

C . Kemper 

Interest  Rate 
Load  Charges 
Surrender  Charges 
Annual  Fee 

D.  Prudential 


Interest  Rate 
Load  Charges 
Surrender  Charges 

Annual  Fee 

E.  Safeco 


Interest  Rate 
Load  Charges 
Surrender  Charges 


Annual  Fee 


15% 

No- 1 oad 

10%  - 6%  annuity  value  5 years 
to  15  years 
$6.00  per  year 


14% 

No- 1 oad 

6%  scaled  to  0%  after  five  years 
None 


14.5% 

No- 1 oad 

1 - 2 years  6%;  3 ~ 5 years  5%; 

6-10  years  3%;  11  years  and  over  2% 
None 


13.7% 

No- 1 oad 

10%  of  value  may  be  withdrawan  without 
charge  each  year.  Excess  yr.  1,  10%; 
yr.  2 , 9% ; ...  y r.  11,  0%. 

$15-00  per  year 
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F.  Great  West 


1980 

11.5%  Guarantee  Base 
1 . 5%  Interest  Bonus 
13. 0%  Gross  Yield 

1982 

First  Qua rter : 

11. 0%  Guarantee  Base 
2.1%  Interest  Bonus 
13*1%  First  Quarter  Rate 

Second  Quarter: 

11.00%  Guarantee  Base 
2 . 55%  Interest  Bonus 
13*55%  Second  Quarter  Rate 


Th i rd  Quarter: 

11.0%  Guarantee  Base 
3.1%  Interest  Bonus 
TOY  Third  Quarter  Rate 

Fourth  Quarter: 

11.00%  Guarantee  Base 
4.25%  Interest  Bonus 
15.25%  Fourth  Quarter  Rate 


Comments: 

Since  becoming  involved  in  bidding  on  State  Deferred  Compensation  Fixed 
Annuity  contracts,  Great  West  Life  Insurance  Company  has  offered  higher 
rates  of  interest  than  has  their  competition.  Rebidding  of  the  Fixed 
Annuity  product  in  competitive  bidding  shows  that  Great  West  continues  to 
maintain  their  advantage  in  the  rate  of  interest  paid  on  the  Fixed  Annuity 
pool  of  funds. 

Several  competing  companies  have  come  close  to  Great  West's  rate  of  interest 
offered.  But  when  all  product  factors  are  taken  into  account,  including 
administrative  fees,  administrative  Plan  support,  asset  management  fees, 
and  Plan  termination  fees,  Great  West  continues  to  be  the  national  leader 
in  deferred  compensation  group  payroll  deduction  plans  in  the  Fixed  Annuity 
category. 
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INVESTMENT  PERFORMANCE 


1981  Stock  Market  Results 

% Change 

12/31/79  12/31/80  12/31/81  (12/31/80-12/31/81) 


Dow  Jones  Industrial 
Ave  rage 

838.74 

963.99 

875.00 

-9.3% 

Standard  & Poor's  500 

107-94 

135.76 

122.55 

-3.1% 

New  York  Stock  Exchange 
Compos i te 

61.95 

77-86 

71.11 

-8.7% 

American  Stock  Exchange 
Compos i te 

247.07 

348.99 

320.63 

-8.  n 

NASDAQ.  Composite 

151 .14 

202.34 

195.84 

-3-2% 

Comments : 

Both  the  Dow  Jones  Industrial  Average  and  the  Standard  and  Poor  500  index 
dropped  over  nine  percent  in  value  during  1981.  These  figures  indicate 
that  the  decrease  in  value  of  a wide  range  of  stocks  was  moderate.  However, 
it  should  be  noted  that  only  one  of  the  variable  annuity  products,  i.e., 
National  Investors  Corporation,  showed  a larger  drop  in  value  than  the 
two  indices  quoted.  Interestingly,  the  aggressive  growth  fund,  MCD,  showed 
only  a one  percent  drop  in  net  asset  value  per  unit  during  1981. 

By  using  diversification  of  investment  dollars  among  the  variable  annuity 
options  and  having  the  advantage  of  "dollar  cost  averaging,"  participants 
will  realize  an  investment  performance  more  positive  than  the  commonly 
measured  indices  mentioned  above.  Dollar  cost  averaging  is  achieved 
automatically  through  the  Deferred  Compensation  Plan  because  a fixed  amount 
of  dollars  is  invested  in  a variable  annuity  fund  each  month.  When  unit 
values  are  low,  more  units  are  able  to  be  purchased.  Conversely,  when  unit 
values  are  high,  fewer  units  are  able  to  be  purchased.  However,  over  an 
extended  period  of  time,  superior  investment  results  can  be  achieved  using 
dollar  cost  averaging  because  the  average  cost  of  units  will  be  less  than 
the  simple  average  price  of  units  purchased  over  the  accumulation  period. 
Enclosed  for  your  review  is  a brief  synopsis  of  dollar  cost  averaging  to 
refresh  our  memories  of  this  concept. 

Some  participants  who  purchased  variable  annuity  units  in  1 9 8 1 may  be 
concerned  about  the  apparent  lack  of  investment  performance.  However, 
the  units  accumulated  at  lower  prices  should  result  in  superior  investment 
performance  over  the  long  term. 
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Dollar  Cost  Averaging 

O CO 


1939 

OoW-JoAJI 

A v*r  09  • 
$311 

Amovnl 
!nv«  *l*d 
51,000 

1930 

336 

3.000 

1931 

1 39 

3,000 

1 933 

65 

4,000 

1933 

84 

5.000 

1 934 

9 S 

6,000 

1 935 

130 

7,000 

1934 

163 

4,000 

1937 

1 66 

9.000 

1934 

133 

10.000 

1939  1937  1931  1931 


M o i V # f 

Vq  I U < 

5 1 ,000 

1.759 

3.036 

1.9  53 

3,533 

5,110 

7.357 

1 0.797 

1 3.063 

10.593 


Drv,cJ.„d, 

R*,nv«j1«d 

J •»  1 

134 
347 
346 
539 
730 
995 
1,465 
3,  103 
3,503 


TIME,  NOT  TIMING 


Tima  itself,  rather  than  timing,  or  guessing  market  action,  is  the  secret  of  investment  success. 


A regular  program  of  investing  equal  sums  of  money  at  regular  intervals  of  lime  produces  a pattern  in  the  mathematics  o I 
investment  of  recfucmq  the  averaoe  cost  of  investments.  This  is  called  "dollar  cost  averaging"  It  reouires  that  me  investors 
disposition  and  financial  aDility  will  .vlow  him  to  continue  the  oroqram  throuan  good  anc  bad  markets  over  reasonably  ionq 
periods  of  time  Let  us  presume  that  we  started  to  buy  the  Oow-Jones  Industrial  Average  at  the  average  of  the  h gn  i91j  prmes 
and  continued  to  invest  SI, 000  at  the  beginning  of  each  year  lor  me  next  ten  years  — irrespective  of  market  forecasts: 

At  the  and  of  the  ten  years,  the  market  was  worth  only  -<3%  of  its  original  value,  but  dollar  cost  averaging  had  actually 
resulted  in  a profit  of  about  6%.  in  a market  that  had  lost  57%.  Tnis  would  have  Dean  the  result  of  the  mathematics  of  dollar  cost 
averaging  of  the  Dow-Jones  Industrial  Stocks  during  the  worst  crash  oh-STjcunties'  prices  in  the  nistory  of  our  markets 

The  practice  ot  doll3r-cost  averaging  does  not  remove  the  possibility  of  loss  when  the  market  is  below  the  average  cos; 
but  it  clearly  demonstrates  that  :ne  successful  prosecution  of  the  method  will  lessen  the  amount  ol  loss  m declining  markets  and 
increase  the  opportunities  lor  greater  profit  m rising  markets.  The  accompanying  table  ol  a hypotnetical  dollar-cosi  averaging  pat- 
tern demonstrates  that.  (I)  the  average  dollar-cost  will  be  below  (he  average  market  price,  (2)  the  fluctuations  ol  the 
average  dollar-cost  wiil  be  narrow  m comparison  with  the  actual  market  fluctuations.  (3)  the  lower  dollar-cost  average  will 
continually  work  toward  increasing  investment  yield,  and  that  (4)  losses  are  limited  during  declining  markets  and  profits  acceler- 
ated during  rising  markets. 

Instead  ol  buying  120  shares  of  stock  with  $1,200.  the  table  illustrates  a systematic  investment  of  $100  at  12  reasonably 
regular  intervals  of  time  with  the  following  results: 

(1)  At  point  (3)  the  market  value  has  declined  50%,  but  a loss  of  only  23%  is  sustained. 

(2)  At  point  (4)  the  market  is  down  60%,  but  the  loss  has  been  limited  to  32.5%. 

(3)  At  point  (7)  the  market  has  recovered  to  the  original  starting  point,  but  instead  of  just  Doing  even,  a profit  of  57%  could 
be  realized. 

(4)  Finally,  at  point  (12)  the  purchases  have  been  completed  but  the  market  is  still  20%  lower  than  the  starting  point.  A smche 
purchase  ol  120  shares  with  51.200  would  have  a loss  of  S240.  but  the  systematic  purchases  ot  5100  twelve  times  would 
have  resulted  in  the  purchase  of  200  shares  with  a profit  ot  $400. 


DOLLAR  COST  AVERAGING 


Invest- 

Total 

Market 

Shares 

T otal 

Average 

Average 

Market 

Profit 

ment 

Invested 

Price 

Bought 

Shares 

Price 

Cost 

Value 

(Loss) 

1. 

$100 

$ 100 

$10 

10.0 

10.0 

$10.00 

$10.00 

$ 100  00 

$ - 

2 

$100 

200 

8 

12  5 

22.5 

9.00 

8 89 

180.00 

( 20  00) 

9 

$100 

300 

5 

20.0 

42.5 

7.67 

7.06 

212.50 

( 87.50) 

4. 

$100 

400 

4 

25.0 

67.5 

6.75 

5.93 

270  00 

(130.00) 

5. 

$100 

500 

5 

20.0 

87.5 

6.40 

5.71 

437.00 

( 67.50) 

6. 

$100 

600 

8 

12.5 

100.0 

6.67 

6.00 

800  00 

200.00 

7. 

$100 

700 

10 

10.0 

110.0 

7 14 

6.36 

1,100.00 

400.00 

6. 

$100 

800 

8 

12.5 

122.5 

7,25 

6.53 

980  00 

ISO  00 

9. 

$100 

900 

5 

20.0 

142.5 

7.00 

6.32 

71  2.50 

(187.50) 

10. 

$100 

1,000 

4 

25  0 

167.5 

6.70 

5.97 

670.00 

(330.00) 

11. 

$100 

1,100 

5 

20.0 

187.5 

6.55 

5.87 

937.50 

(1  67.50) 

12. 

$100 

1,200 

8 

12.5 

200.0 

6.67 

6.00 

1,600.00 

400.00 
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INVESTMENT  PERFORMANCE 


VARIABLE  ANNUITY  COMPETITIVE 


COMPARISONS 


Nat ionwi de 


Load 

Asset  Charge 
Management  Fee 
Administrative  Fee 
Redemption  Charge 


Ha  rtford 


Load 

Asset  Charge 
Management  Fee 
Administrative  Fee 
Redemption  Charge 


Aetna 


Load 

Asset  Charge 
Management  Fee 
Administrative  Fee 
Redemption  Charge 


Lincoln  National 


Load 

Asset  Charge 
Management  Fee 
Administrative  Fee 
Redemption  Charge 


None 
. 95% 

None 

$12.00  per  year 

4%  on  any  lump  sum  distribution  or 
payout  over  less  than  60  months. 

No  charge  if  in  program  16  years. 


None 

None 

1.75% 

$25.00  per  year 
1 - 8 yrs.  5% 

9 - 15  yrs.  3% 
Over  15  yrs.  0 


None 

None 

1.5% 

$15.00  per  year 
1 - 5 yrs.  5% 
6-7  yrs.  b% 
8-9  yrs.  3% 

10  - 19  yrs.  2% 
Over  19  yrs.  0 


None 
1 . 002% 

.48% 

$25.00  per  year 
1 - 5 yrs.  8% 

6-10  yrs.  4% 

lump  sum,  additional  2% 


Security  Benefit 


Load 

Asset  Charge 
Managment  Fee 
Administrative  Fee 
Redemption  Charge 


4% 

.759% 
None 
2%  each 
None 


contr i but  ion 
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mm 


INVESTMENT  RETURNS  FOR  403(b) 's  * 


Un  i ted  of  Omaha : 

Interest  Rate 
Gua  ran  teed 
Sales  Charges 
Annual  Charge 
Surrender  Charge 


Massachusetts  Mutual: 


Interest  Rate 
Guaranteed 
Sales  Charge 
Annual  Charge 
Surrender  Charge 

New  York  L i fe : 


Interest  Rate 
Gua  ran  teed 
Sales  Charge 
Annual  Charge 
Surrender  Charge 


Great  West  Life: 

Interest  Rate 
Gua  ranteed 
Sales  Charge 
Annual  Charge 
Surrender  Charge 


Ke mper  In vest o rsLife : 


Interest  Rate 
Gua  ranteed 
Sales  Charge 
Annual  Charge 
Surrender  Charge 


1 3% 

7.5%  ~ 4 % 

None 

$24.00 

Up  to  500  or  10%  of  account  value  - 
no  charge;  excess  of  500  or  10%  - 10% 
charge  on  amount  of  withdrawal 


8% 

3.5% 

8% 

None 

None 


13.5% 

Minimum  4.68% 
none 
$15.00 

7%  1st  year;  6%  2nd  year;  5%  3rd  year; 
4%  4th  year;  3%  5th  year;  2%  6th  year; 
1%  7th  year;  and  0%  thereafter 


Currently  12.0%  plus  adjustment 
3.5% 

None 

$24.00 

None  on  five  year  liquidation; 
4-6%  on  lump  sum  liquidation 


Currently  14.25% 

4% 

None 

$25.00 

Up  to  $200.00  or  10%  of  account  value, 
no  charge;  excess  of  10%  or  $200,  from 
8.5%  to  .85% 


* Rates  quoted  as  of  December  31,  1981. 
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LIFE  INSURANCE  COMPARISON 


Emp i re  Genera  1 


NALAC 


1.  Decreasing  Term  to  age  70 

2.  Liberal  non-medical  underwriting 

3.  Standard  issue  through  200%  extra. 
Mortality  at  standard  rates 

A.  Conversion  privilege  to  permanent 
insurance  without  evidence  of 
insurab i 1 i ty 

5.  $10  per  month  minimum  premium 

6.  Availability  of  waiver  of  premium 
(Premiums  are  waived  during  total 
d i sab i 1 i ty) 

7.  Immediate  protection  upon  enrollment. 
Coverage  is  effective  as  soon  as  the 
employee  completes  the  application 
and  until  the  policy  is  issued  or 
the  application  declined. 


1.  Decreasing  Term  to  age  65 

2.  Limited  non-medical  underwriting 

3.  Standard  mortality  rates 

A.  Conversion  privilege  to  permanent 
insurance  without  evidence  of 
i nsurab i 1 i ty 

5.  $10  per  month  minimum  premium 

6.  No  waiver  of  premium  available 

7.  Protection  effective  only  when 
policy  is  i ssued. 


Comments : 

Montana  Benefits  is  concerned  with  recent  deve 1 opements  in  the  insurance 
option  within  the  Deferred  Compensation  Program.  The  comparative  illustrations 
above  and  on  the  following  page  point  to  many  basic  and  significant  differences 
between  North  American  Life  and  Casualty  Co.,  the  present  carrier,  and  of 
a product  designed  and  only  available  to  deferred  compensation  programs  — 
Empire  General.  Empire  General  has  surfaced  as  a leader  in  this  specialty 
product  area,  offering  the  program  to  more  participants  through  liberal 
underwriting  standards,  increased  insurance  coverage  per  premium  dollar,  and 
expanded  coverage  to  age  70. 


■ 


INSURANCE  COVERAGE 


Male 


$10.00  Monthly  Deferral 
Age  35 


961 


Female 


Note:  Coverage  terminates  on  65th  and  70th  birthdays  respectfully 
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STATE  OF  MONTANA 


SUMMARY  AND  RECOMMENDATIONS 


Montana  Benefits,  Inc.,  stated  previously  that  the  key  indicator  of  employee 
acceptance  and  ultimately  the  success  of  the  Deferred  Compensation  Plan  is 
the  level  of  employee  participation  in  the  Plan.  Based  on  current  levels 
of  participation  in  the  various  Plan  options  and  the  substantial  upward 
trend  in  rates  of  employee  participation,  it  is  apparent  that  the  Plan  is 
viewed  as  a viable,  worthwhile  benefit  by  State  of  Montana  employees. 

As  new  State  employees  are  introduced  to  the  Plan  and  other  State  employees 
are  made  aware  of  updates  in  the  options  presented  and/or  investment  perform- 
ance of  the  various  options  during  group  resentat ions , the  number  of  partici- 
pants is  projected  to  increase  to  at  least  2,500  during  1982.  Moreover, 
annualized  contributions  are  projected  to  increase  to  at  least  four  million 
during  1982. 

Recent  federal  legislation  authorizing  each  wage  earner  to  establish  an 
Individual  Retirement  Account  (I.R.A.)  has  created  additional  employee 
awareness  of  the  benefits  to  be  derived  from  establishing  a tax  deferred, 
supplemental  retirement  program.  At  this  time,  it  is  not  possible  to  draw 
a definite  conclusion  concerning  the  impact  that  I.R.A.'s  have  had  on  the 
State's  Deferred  Compensation  Plan  as  measured  by  percentage  of  employees 
participating  and  the  dollar  amount  of  their  deferrals.  In  fact,  it  would 
be  most  difficult  to  measure  what  the  participation  level  in  both  employee 
numbers  and  amount  deferred  would  have  been  in  the  absence  of  the  expanded 
I.R.A.  market  with  any  degree  of  confidence.  However,  our  general  impression 
is  that  the  recent  and  wide  spread  publicity  given  to  I.R.A.'s  has  added 
to  awareness  of  the  tax  savings  benefits  from  investing  "before  tax"  dollars. 

As  a result,  we  believe  that  this  publicity  will  result  in  an  increased 
level  of  participation  in  the  State's  Deferred  Compensation  Program. 

To  maintain  sustained  growth  and  confidence,  continued  evaluation  of  options 
is  in  order.  Investment  performance  in  the  Fixed  Annuity  Option  continues 
to  be  a problem  area  for  the  Montana  Deferred  Compensation  Plan.  Nationwide 
Life  Insurance  Company's  fixed  annuity  option  has  not  kept  pace  with  other 
fixed  annuity  carriers  nor  with  the  now  optional  I.R.A.  investments  presently 
available. 

In  light  of  continued  administrative  problems  with  Nationwide,  Montana 
Benefits,  Inc.,  "strongly"  recommends  review  of  alternative  Fixed  Annuity 
product  carriers  to  provide  competitive  yields  to  Montana  Deferred  Compensation 
participants.  It  is  further  felt  that  this  recommended  change  will  result  in 
an  increased  participation  level  as  it  will  provide  an  element  of  integrity 
to  the  program. 

Montana  Benefits,  Inc.  recommends  the  adoption  of  Empire  General  Life  Insurance 
Company  as  the  carrier  for  the  insurance  option  now  offered  since  North  American 
Life  and  Casualty  Company  is  no  longer  competitive.  Assuming  a $10.00  per 
month  premium,  this  change  by  the  State  of  Montana  would  result  in  an  average 
$8  - $10,000  additional  insurance  per  participant  without  additional  cost, 
and  would  extend  coverage  to  age  70  rather  than  age  65. 


16 


Under  current  rules,  as  indicated  in  the  State  of  Montana  Plan  document,  a 
participant  may  make  two  changes  in  his/her  program  each  year,  to  be  effective 
either  in  January  or  July.  Initially,  this  concept  was  adopted  to  stabilize 
the  Deferred  Compensation  Program.  The  program  has  matured  over  the  past 
five  years  to  become  an  integral  part  of  the  State's  benefit  program.  The 
Advisory  Committee  has  continued  to  improve  and  update  the  products  offered. 
Now  it  is  time  to  update  Administrative  guidlines.  Timeliness  of  changes  is 
extremely  important  to  two  optional  areas;  insurance  and  variable  annuity 
options.  Under  present  regulation,  a participant  who  wishes  to  add  insurance 
to  his/her  plan  can  only  do  so  in  July  and  January.  However,  he/she  may  need 
to  change  coverage  in  some  month(s)  other  than  January  and  July.  Variable 
Annuity  values  also  fluctuate  and,  obviously,  these  fluctuations  in  value 
will  not  necessarily  correspond  to  the  current  allowable  change  dates. 

Montana  Benefits,  Inc.  recommends  that  participants  be  permitted  to  make 
two  changes  per  year  effective  any  month  of  the  year. 

Montana  Benefits,  Inc.  appreciates  the  support  and  assistance  given  to  the 
program  by  the  committee  members.  In  order  to  accelerate  achievement  of 
common  goals,  Montana  Benefits,  Inc.  requests  additional  assistance  from 
the  committee  with  the  continued  development  of  program  awareness  of  elected 
officials  and  department/agency  directors.  This  assistance,  combined  with  a 
competitive  investment  program,  will  lend  continued  credibility  and  vitality 
to  the  Montana  Deferred  Compensation  Program. 
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